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URUGUAY KEY ECONOMIC INDICATORS 


All values in U.S.$ million and represent 
period averages unless otherwise indicated Jan-June 
1974 1975  % Change 1976 


Exchange Rate 1! us$1. 00 - N$ 2.028 N$3.196 55 N$ 3. 633 


INCOME, PRODUCTION AND EMPLOYMENT 


GNP at Current Prices 2, 14280 
GNP at Constant 1961 Prices 1,680.0 
Per Capita GNP, Current Prices 832.0 
Plant and Equipment Investment 220. 7 
Industrial Production (1961-100) 118 

Labor Force (unit) na. 

Average Unemployment Rate (%) = 2/ a4 


MONEY AND PRICES 


Money Supply 266. 253.5 -0.5 
Interest Rates (Central Bank) = 3/ % 8% 100 
Indices (1974=100) 
Wholesale Price 172 72.4 
Retail Sales 181 4 
Annual Inflation Rate (CPI) - 0% 66. 8% 


BALANCE OF PAYMENTS AND TRADE 


Gold and Foreign Exchange Reserves < 164.2 -23.2 
External Public Debt 138,95 864. 1 17.0 
Annual Debt Service . 112.4 -35.0 
Balance of Payments 79. -108. 4 35. 8 
Balance of Trade : -172.6 65, 2 

Exports (FOB) 382. 383. 8 0. 4 

Imports (CIF) 7 556. 5 14,3 

Exports to the U.S. vs 25.9 81.1 

Imports from the U.S. be 93.9 48.6 
Main Imports from the U.S. (1975) 

Chemicals $14. 6 million 

Machinery $10.1 million 

Fertilizer $ 5.5 million 

Synthetic fibers $ 3.9 million 

Hides $ 2.6 million 


Footnotes 
1/ ‘Exchange Rate as of September 15, 1976: Commercial Rate US$1.00 = N$3. 9 
Financial Rate US$1.00 = N$3. 6 
2/ Data available for Montevideo only 
3/ These figures represent Central Bank discount rate to the Bank o! the Republic. 
Commercial banks charge 40%-50% on short term peso loans. 
4/ Through August 31, 1976 


Source: Banco Central del Uruguay 





SUMMARY 


Uruguay experienced economic stagnation throughout most of the last two 
decades. In 1973, however, the Uruguayan Government adopted a reform 
program based on a return to a market-oriented economy and encourage- 
ment of export industries to reinvigorate national productivity. 


Economic performance during 1975 was relatively good and has continued 
to be encouraging in 1976. Last year's trade deficit has been converted 
to a modest surplus as of mid-1976. The inflation rate has been reduced 
to about 24% for the first eight months of 1976, and the government fiscal 
deficit has fallen from 27% to 18%. In 1975, GDP grew by almost 4%, a 
welcome change after many years of little or no increase. On the other 
hand, the country has been disappointed by recent negative results of 
exploratory offshore drilling for petroleum. Opportunities for U.S. 
investors and exporters should continue their recent favorable trends as 
the new government which took office on September 1, 1976, is expected 
to continue the economic reform program. 


CURRENT ECONOMIC SITUATION AND TRENDS 


Economic Reform Program Brings Basic Changes 


The most salient characteristic of the Uruguayan economy during the last 
two decades has been stagnation of production accompanied by high infla- 
tion and a decline in real purchasing power. However, fundamental 
changes in the country's prospects are now being brought about by reform 
of the economic system. The new approach was conceived in 1973 when 
the Uruguayan Government committed itself to a gradual freeing of the 
economy from the many state controls then in effect. A policy of indus- 
trialization through import substitution which had been carried beyond its 
efficient economic limits was considered responsible for many of the 
country's problems. The new official program is to discard this approach 
in favor of promoting export industries based on domestic raw materials. 
The large majority of these materials are agricultural, a sector in which 
Uruguay appears to have a comparative advantage. 


Among the most important domestic reforms set in motion to date have been 
the abolishing of consumer subsidies and most price controls. An indus- 
trial promotion law has also become the basis for providing benefits to 
approved projects. A program of spinning off unprofitable government- 
owned enterprises has been initiated. At the same time there has been 
some trimming of staff and increased efficiency at the state-owned enter- 
prises, 
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In an unconventional approach for a country with chronic balance of pay- 
ments difficulties, the government has liberalized foreign trade hoping 
that the move will provide export industries with the means to develop. 
To date that liberalization has taken the form of more realistic foreign 
exchange rates, an attractive foreign investment law guaranteeing 
profit repatriation, reduction in tariff surcharges and the virtual 
abolishing of the requirement for consular invoices on imports. Of 
special significance was the ending in mid-1975 of the complicated 
import quota system which Uruguay had relied on to protect local 
industry. The old trade patterns, frozen by the quota system, are 

now breaking down, providing opportunities for new suppliers and goods 
to enter the market. 


Problem Areas Remain, But Continued Reforms Are Expected 


Basic reforms such as these are not implemented overnight and progress 
has been uneven. In spite of improvements, bureaucratic obstacles and 
requirements are still often difficult and time-consuming. The size of 
the government and its numerous regulatory functions complicate the 
decision-making process. Problems that remain to be resolved include 
further reduction of the continuing large government deficit and of 
excessive payrolls, reform of the country's social security system, 

and the return of many state-owned enterprises to private hands. 


Nevertheless, there is a consensus among business representatives 

that more constructive economic reforms have been accomplished in the 
past two years than at any time during the previous decade. The program 
implemented to date by the recent Minister of Economy and Finance, A. 
Vegh Villegas, has won the support of the international financial com- 
munity. The swearing in of a new President and a new Minister of Economy 
and Finance on September 1, 1976, may cause a pause in the pace of 
reform, but is not expected to modify the gains that have already been 
made nor the basic thrust of economic policy. The new Minister, Valen- 
tin Arismendi, who moved up from the number two position in the Ministry, 
has reaffirmed the government's commitment to reform of the economy. 


Overall Economic Performance is Encouraging 


Economic performance during 1975 was relatively good considering that 
it had to be carried out under adverse world economic conditions. The 
domestic price index, which rose 107% in 1974, was held to an increase 
of 67% in 1975. The 11.2% rise reported by the Central Bank for the 
six months ending in June 1976, was the smallest increase for any such 
period since 1971. Recent estimates are that the final 1976 inflation 
rate will be around 40%, a considerable improvement. 





Central Bank figures indicate a probable GDP increase of nearly 4% 
for this year, similar to that achieved in 1975. While not spectacular, 
it is important when compared with the country's past record of low 
or even negative growth. It was also achieved at a time when growth 
rates around the world were at lower than recent historic levels. 


The government has been slightly more successful this year in its 
attempts to reduce the budgetary deficit which has declined from 27% 
to 18%. On the capital side, there has been an encouraging flow into 
the country, both from private and public sources, although some of 
the private flows may primarily reflect conditions in neighboring 
areas. 


Foreign Trade Responds To Economic Reforms 


"Nontraditional" exports accounted for 48% of total 1975 exports by 
value. Major traditional exports from Uruguay are considered to be 
meat, wool, hides and wheat. Even allowing for the decline in earn- 
ings from meat sales, this is a notable development since just a few 
years ago beef and wool exports made up over 80% of foreign exchange 
earnings. The government's interest in this movement to diversified 
production was echoed recently in the Minister of Economy's state- 
ment that Uruguay is undergoing a "slow but firm conversion of the 
country's productive system, especially in the manufacturing sector, 
towards external markets. " 


Encouraged by government support, exports of nontraditional manu- 
factured products continued their impressive growth. Exports of 
manufactured leather goods, for instance, rose from $1.6 million in 
1972 to over $25 million in 1975. 


As for basic agricultural production, crops such as wheat, sugar, soy- 
beans and potatoes have increased under government stimulus to the 
point where Uruguay has modest exportable surpluses. Rice is already 
an important foreign exchange earner. Citrus fruits, peaches and ap- 
ples are finding a ready market in Brazil and Europe. Fish exports, 
although small, doubled in 1975, and the industry is well on the way to 
doubling them again. 


Improved Meat Sales, Good Wool Market Help Balance Of Trade 


Beef and wool will nevertheless continue to be the mainstays of Uruguay's 
external sector and economic health. The volume of meat exports in 
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1975 was close to that of previous years, but prices declined, reducing 
income. However, with over 124,000 tons of meat sold by July (com- 
pared to just over 100,000 tons for all 1975) and good prospects for 
total sales of 150, 000-180, 000 tons by the end of the year, Uruguay's 
trade deficit has been converted to a modest surplus. Contributing to 
the present mood of optimism has been the firm upward trend in wool 
prices, one that is expected to continue in the new clip year beginning 
in October. 


Developme nt Proje cts 


A number of major projects that will modernize the country's infra- 
structure are underway or planned for the near future. These include 
large hydroelectric dams, expansion of Montevideo's sewage system, 
modernization of microwave and telephone communications, port 
improvement, fisheries and waterworks. Two bridges spanning the 
river to Argentina have recently been opened. The U.S. Agency for 
International Development (AID), the World Bank and the Inter-American 
Development Bank will be continuing earlier or initiating new programs 
fostering expanded agricultural and agro-industrial production. 


Future Prospects 


Uruguay's near term economic future will be strongly conditioned by 
movement in world markets for meat and wool, both of which are 
expected toimprove. The European drought in particular is expected 
to lead to an increase in demand for beef beginning in mid-1977. Brazil 
should continue to be a large buyer of beef, providing an element of 
stability in the composition of Uruguayan exports. 


Progress in 1976 is turning out to be notably improved over 1974 or 
1975. Even though major problems remain, Uruguay seems to have 
weathered the crisis brought about by the petroleum price increase. 

As for prospects in this field, hopes that the country would discover 

oil have so far been disappointed. Chevron, which has a contract for 
offshore drilling of four exploratory wells, announced completion of a 
second dry hole and suspension of activity while test results are studied. 
Nevertheless, the government's policy of encouraging private invest- 
ment and foreign trade, together with completion of the major infra- 
structure projects, bode well for reinvigorating the economy and promise 
increasingly bright prospects for Uruguay's future. 





IMPLICATIONS FOR THE UNITED STATES 


Uruguay is a land-rich country where food production can be increased 
with relatively low investments. This, given climbing global pressures 
for foodstuffs especially, argues for a favorable view of Uruguay's long- 
term prospects. 


Although small in real terms, Uruguay's trade with the United States is 
growing at a rapid rate. Between 1973 and 1975 imports from the United 
States doubled to over $50 million. The country is host to a modest 
amount of U.S. investment. If Uruguay continues to opt for reform, 
U.S. capital equipment, raw material and spare parts suppliers will 
have increased sales opportunities. 


Uruguay's purchases for the major infrastructure projects should also 
increase. As for openings for U.S. investment, the position of Uruguay 
between Argentina and Brazil adds opportunities under LAFTA comple- 
mentation agreements, and bilateral trade pacts with those countries. 

In the private sector, there will be a growing market for fishing trawlers 
and processing equipment, refrigeration, shoe manufacturing and other 
leather processing equipment, as well as for food processing and packag- 
ing equipment. Uruguayan meat packers, determined to diversify their 
production, are actively investigating the purchase of U.S. produced 
cooked and corned beef canning lines. Capital goods imports are up 70% 
over 1975. 


Companies seeking to enter the Uruguayan market for the first time will, 
in the majority of cases, find appointing a local sales agent to be the 
most effective first step. 


In the long run, U.S. manufacturers can expect to face increased com- 
petition from Argentina and Brazil. In addition to advantages of geogra- 
phic proximity, lower import duties and close cultural ties, those coun- 
tries are offering very favorable export financing for their products. 
U.S. firms with Brazilian or Argentine subsidiaries are benefiting ac- 
cordingly. However, as import liberalization continues, opportunities 
for a wider range of U.S. exports will also be correspondingly enhanced. 
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